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DIGEST 

A contracting agency's determination to terminate the 
protester's contract as improperly awarded is reasonable 
where tl-8: >rotester's offer for a 1-year base period and 3 
option years is  materially unbalanced, since there is 
reasonable doubt that the offer--which has a substantially 
front-loaded base period price and does not become low until 
well into the last option year--would result in the lowest 
ultimate cost to the government. 

DEC I S ION 

D&G Contract Services protests the termination of contract 
No. F 4 9 6 4 2 - 8 8 - D 0 0 4 5 ,  awarded to it by the Air Force, for 
the lease of washers, dryers, and ice machines for three Air 
Force installations in Maryland. The contracting officer 
decided to terminate the contract on the ground that D&G's 
offer was materially unbalanced, and D&G disputes that 
decision. 

We deny the protest. 

Offerors responding to request for proposals ( R F P )  F 4 9 6 4 2 -  
88-RA282 were required to submit monthly and annual rental 
prices for the installation, relocation, and removal of 
estimated quantities of new ice machines and automatic 
washers and dryers, for a base year and 3 option years. 
These prices a l so  were to include maintenance and repair 
costs. Offerors were advised that the contract would be 
awarded on the basis of the most advantageous offer 
considering price only, with base and option year prices 
being combined for evaluation purposes. The RFP also 
advised that the government might reject any offer if it was 
materially unbalanced as to basic and option quantities, 
def ining "unbalanced" as "prices significantly less than 



cost f o r  some work and . . . s i g n i f i c a n t l y  o v e r s t a t e d  f o r  
o ther  work." l /  - 
T h e  A i r  Force e v a l u a t e d  a l l  p r o p o s a l s  and d e t e r m i n e d  t h a t  
D & G ' s  o f f e r  was low i n  t h e  a g g r e g a t e  o v e r  t h e  p o t e n t i a l  
4 -year  p e r i o d . 2 /  L a u n d r a m a t i c s  L i m i t e d ,  t h e  t h i r d  low 
o f f e r o r ,  and BALVA F i n a n c i a l  C o r p o r a t i o n ,  t h e  second low 
o f f e r o r ,  f i l e d  p r o t e s t s  w i t h  t h e  c o n t r a c t i n g  o f f i c e r  
a l l e a i n u  D & G ' s  pr ices  t o  be m a t e r i a l l y  unbalanced .  Based on * a  

t hese  p r o t e s t s  and o u r  d e c i s i o n  i n  Crown Laundry and Dry 

83-1 CPD 11 438,  t h e  c o n t r a c t i n g  o f f i c e r  d e t e r m i n e d  t h a t  
C l e a n e r s ,  I n c . ,  B-208795.2, B-209311, Apr. 22 , 1983,  

D & G t s  o f f e r  was m a t e r i a l l y  unbalanced  and t h e r e f o r e  
s u s t a i n e d  t h e  p r o t e s t s .  T h e  A i r  Force t e r m i n a t e d  t h e  
cont rac t  f o r  t h e  c o n v e n i e n c e  o f  t h e  government  and 
r e s o l i c i t e d  t h e  requirement. D&G t h e n  f i l e d  i t s  p r o t e s t  
w i t h  our  O f f i c e .  

D&G d e n i e s  t h a t  i t s  o f f e r  was unba lanced  and t h e r e f o r e  
m a i n t a i n s  t h a t  t h e  t e r m i n a t i o n  of i t s  c o n t r a c t  was improper .  
D&G a l s o  d i s p u t e s  t h e  a p p l i c a b i l i t y  o f  u n b a l a n c i n g  ru l e s  
s i n c e  t h i s  was a n e g o t i a t e d  procurement  and n o t  s e a l e d  
b i d d i n g .  

C o n t r a r y  t o  D & G t s  a s s e s s m e n t  of  t h e  a p p l i c a b l e  law, w e  have 
r e c o g n i z e d  t h a t  t h e  c o n c e p t  of mater ia l  u n b a l a n c i n g  may 
a p p l y  i n  n e g o t i a t e d  p r o c u r e m e n t s  w h e r e ,  as  h e r e ,  cost  or  
p r i c e  c o n s t i t u t e s  a p r i m a r y  b a s i s  f o r  source s e l e c t i o n .  
I n t e r n a t i o n a l  T e r m i n a l  O p e r a t i n g  C o . ,  I n c . ,  B-229591, 
B-229591.2, Mar. 18 ,  1988,  88-1 CPD 11 287. The re  a re  two 
a s p e c t s  t o  unba lanced  o f f e r s  and b o t h  m u s t  e x i s t  b e f o r e  
r e j e c t i o n  of  a n  o f f e r  is  p r o p e r .  F i r s t ,  t h e  o f f e r  m u s t  b e  
m a t h e m a t i c a l l y  u n b a l a n c e d ,  t h a t  is, it m u s t  c o n t a i n  nominal  
p r i c e s  f o r  some work and enhanced prices f o r  o the r  work. 
Second,  t h e  o f f e r  m u s t  be  m a t e r i a l l y  unbalanced  i n  t h e  sense 
t h a t  t he re  is r e a s o n a b l e  d o u b t  t h a t  award t o  t h e  o f f e r o r  
s u b m i t t i n g  a m a t h e m a t i c a l l y  unba lanced  p r i c e  w i l l  r e s u l t  i n  
t h e  lowest u l t i m a t e  cost t o  t h e  government .  I d . ;  Semcor,  
I n c a ,  B-227050, Aug. 20 ,  1987, 87-2 C P D  71 18SS- 

1 /  T h e  p r e s e n c e  of t h i s  p r o v i s i o n  r e f u t e s  D & G t s  claim t h a t  
no warning a g a i n s t  u n b a l a n c i n g  appea red  i n  t h e  RFP. 

2 /  I n  rounded terms, D & G t s  prices fo r  t h e  base y e a r  and 3 
o p t i o n  y e a r s ,  r e s p e c t i v e l y ,  were $131,134;  $18,540;  $18 ,540;  
and  $18,523. 
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I n  d e t e r m i n i n g  w h e t h e r  a n  o f f e r  is m a t h e m a t i c a l l y  
u n b a l a n c e d ,  a n  a s s e s s m e n t  m u s t  be made o f  w h e t h e r  t h e  p r i ces  
f o r  base and  o p t i o n  periods are  accurate  r e f l e c t i o n s  o f  t h e  
a c t u a l  costs t h a t  w i l l  be b o r n e  by  t h e  o f f e r o r  i n  p e r f o r m i n g  
e a c h  y e a r  o f  t h e  c o n t r a c t ,  t a k i n g  i n t o  a c c o u n t  a n y  d i f f e r -  
e n c e s  i n  t h e  scope and  n a t u r e  o f  t h e  s e r v i c e s  o f f e r e d  d u r i n g  
those periods. See F i d e l i t y  Moving & Storage Co., 
B-222109.2, May 21, 1986, 86-1 CPD 11 416. I n  t h i s  r e g a r d ,  
D&G a s s e r t s  t h a t  i t s  b a s e  y e a r  prices l e g i t i m a t e l y  i n c l u d e  
t h e  cost  o f  a c q u i r i n g  t h e  new e q u i p m e n t  r e q u i r e d  by  t h e  
c o n t r a c t ;  o t h e r w i s e ,  i f  t h e  a g e n c y  d o e s  n o t  e x e r c i s e  t h e  
o p t i o n s ,  t h e  f i r m  w i l l  be l e f t  w i t h  e q u i p m e n t  f o r  w h i c h  i t  
h a s  no  use " s i n c e  a g e n c i e s  . . . require new e q u i p m e n t . "  

A l t h o u g h  D & G  h a s  o f f e r e d  b u s i n e s s  r e a s o n s  f o r  i t s  p r i c i n g  
s t r u c t u r e ,  w e  d e c l i n e  t o  look b e h i n d  a n  o f f e r  t o  a s c e r t a i n  
t h e  b u s i n e s s  j u d g m e n t s  t h a t  went  i n t o  i t s  p r e p a r a t i o n .  
R a t h e r ,  w e  be l ieve  t h a t  it is  proper t o  d e t e r m i n e  w h e t h e r  
u n b a l a n c i n g  e x i s t s  by  f o c u s i n g  o n  t h e  p r i c i n g  s t r u c t u r e  a n d  
t h e  services t o  be r e n d e r e d .  Crown L a u n d r y  and  Dry 
C l e a n e r s ,  I n c . ,  B-208795.2, 8-209311, s u p r a ,  83-1 CPD 11 4 3 8  
a t  5 .  Moreover, a l t h o u a h  b u s i n e s s  r e a s o n s  f o r  f r o n t - l o a d i n s  
o f f e r s  t o  t h e  e x t e n t  d e i o n s t r a t e d  by D&G may wel l  e x i s t ,  w e -  
c a n n o t  i g n o r e  t h e  f a c t  t h a t  a n  o f f e r  s u c h  a s  D&G's e n a b l e s  
i t  t o  u s e ,  d u r i n g  a base c o n t r a c t  p e r i o d ,  g o v e r n m e n t  f u n d s  
more p r o p e r l y  a l l ocab le  t o  o p t i o n  p e r i o d s  and  c r e a t e s  t h e  
prospect o f  a w i n d f a l l  i f  a l l  o p t i o n s  f o r  some r e a s o n  a r e  
n o t  e x e r c i s e d .  Here, t h e  scope a n d  n a t u r e  o f  t h e  s e r v i c e s  
a r e  e s s e n t i a l l y  t h e  same f o r  t h e  base period and  t h e  o p t i o n  
p e r i o d s :  r e n t a l  and  m a i n t e n a n c e  of washers, d r y e r s ,  and  i c e  
m a c h i n e s .  F u r t h e r ,  w h i l e  t h e  mere p e r c e n t a g e  d i f f e r e n c e  
b e t w e e n  base a n d  o p t i o n  p e r i o d s  is  n o t  d e t e r m i n a t i v e ,  w e  
observe t h a t  D & G 1 s  o f fe r  is e x t r e m e l y  f r o n t - l o a d e d :  i t s  
base y e a r  price is a p p r o x i m a t e l y  7 0 0  p e r c e n t  o f  e a c h  o f  i t s  
o p t i o n  y e a r  prices.  I t  is a p p a r e n t  f rom t h i s  d i s p a r i t y  t h a t  
D&G h a s  p r o v i d e d  a n  e n h a n c e d  p r i ce  f o r  t h e  base y e a r  a n d  
n o m i n a l  pr ices  f o r  t h e  o p t i o n  y e a r s .  Such  f r o n t - l o a d i n g  
c l e a r l y  w a r r a n t s  a f i n d i n g  of mathematical u n b a l a n c i n g .  

W i t h  r e g a r d  t o  mater ia l  u n b a l a n c i n g ,  D&G c o n t e n d s  t h a t  i ts  
low aggregate price f o r  t h e  base a n d  o p t i o n  y e a r s ,  when 
d i v i d e d  by t h e  t o t a l  number of m o n t h s  i n  t h e  c o n t r a c t ,  
e s t a b l i s h e s  t h a t  it h a s  t h e  lowest u n i t  pr ice .  D & G  a l s o  
n o t e s  t h a t  t h e  s e c o n d  and  t h i r d  o p t i o n  y e a r s  h a v e  a l w a y s  
b e e n  e x e r c i s e d  f o r  t h e  washers a n d  d r y e r s  c o n t r a c t  and  t h a t  
i t  h a s  b e e n  awarded  c o n t r a c t s  w i t h  a s i m i l a r  p r i c i n g  
s t r u c t u r e  a t  o t h e r  A i r  Force i n s t a l l a t i o n s .  
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A s u f f i c i e n t  bas i s  e x i s t s  t o  c o n s i d e r  an o f f e r  m a t e r i a l l y  
unba lanced  where  t h e  o f f e r ' s  p r i c i n g  s t r u c t u r e  p r e v e n t s  i t  
from becoming low u n t i l  t h e  f i n a l  c o n t r a c t  y e a r ,  t h u s  
r e a s o n a b l y  s u g g e s t i n g  t h a t  an award might  n o t  be i n  t h e  
g o v e r n m e n t ' s  bes t  economic i n t e re s t .  - S e e  U . S . A .  P r o  Co., 
I n c . ,  B-220976 ,  Feb. 1 3 ,  1 9 8 6 ,  86-1 CPD 11 1 5 9 ;  Crown Laundry 
=Dry C l e a n e r s ,  I n c . ,  B-208795 .2 ,  B-209311,  s u p r a .  Here 
D & G ' s  p r i c i n g  s t r u c t u r e  d o e s  n o t  make i t  t h e  l o w f e r o r  
u n t i l  t h e  4 3 r d  m o n t h ,  w e l l  i n t o  t h e  t h i r d  o p t i o n  y e a r .  
W h i l e  D&G may have  t h e  lowest u n i t  p r i c e  when d i v i d e d  by t h e  
t o t a l  p o t e n t i a l  c o n t r a c t  p e r i o d  o f  4 8  m o n t h s ,  t h e  f a c t  
r e m a i n s  t h a t  it d i d  n o t  o f f e r  a un i fo rm u n i t  pr ice  o v e r  t h e  
span of t h e  b a s e  and o p t i o n  p e r i o d s .  I n s t e a d ,  D&G s o u g h t  t o  
r e c o v e r  7 0  p e r c e n t  of t h e  t o t a l  c o n t r a c t  p r i c e  i n  t h e  base 
y e a r .  

F u r t h e r ,  d e s p i t e  any pas t  p r a c t i c e  o f  t h e  A i r  Force i n  
e x e r c i s i n g  a l l  opt ions,  i n t e r v e n i n g  e v e n t s  c o u l d  cause t h e  
c o n t r a c t  n o t  t o  r u n  i t s  f u l l  term, r e s u l t i n g  i n  an i n o r -  
d i n a t e l y  h i g h  cost  t o  t h e  government  and a w i n d f a l l  t o  t h e  
o f f e r o r .  Crown Laundry and Dry C l e a n e r s ,  I n c . ,  B - 2 0 8 7 9 5 . 2 ,  
B-209311 ,  s u  r a ,  83-1 C P D  11 4 3 8  a t  7 .  Moreover,  t o  t h e  

n o t w i t h s t a n d i n g  i t s  u s e  o f  a s imilar  f r o n t - l o a d e d  p r i c i n g  
s t ructure ,  improprieties i n  pas t  p r o c u r e m e n t s  a r e  n o t  
r e l e v a n t  t o  t h e  p r o p r i e t y  o f  t h e  award i n  t h i s  case. - See 
Barnes Electric Co., I n c . ,  B-228651,  O c t .  2 ,  1 9 8 7 ,  87-2 C P D  
11 331  . T h u s ,  w e  f i n d  t h a t  t h e  A i r  Force was correct i n  i t s  
d e t e r m i n a t i o n  t h a t  D&G's o f f e r  was m a t e r i a l l y  u n b a l a n c e d .  

e x t e n t  t h e  + i r  Force may have  awarded c o n t r a c t s  t o  D&G 

T h e  p r o t e s t e r  a lso a r g u e s  t h a t  t h e  agency s h o u l d  have 
r e s o l v e d  t h e  issue o f  u n b a l a n c i n g  d u r i n g  n e g o t i a t i o n s .  
W h i l e  it would have  been  more a p p r o p r i a t e  t o  e n s u r e  t h e  
a b s e n c e  o f  unbalanced  o f f e r s  p r i o r  t o  award,  an agency  may 
p r o p e r l y  t e r m i n a t e  a cont rac t  i n  o r d e r  t o  correct impro- 
p r i e t i e s  d i s c o v e r e d  a f t e r  award. See g e n e r a l l y  Un i t ed  
S t a t e s  T e s t i n g  Co., I n c . ,  B-205450,  J u n e  1 8 ,  1 9 8 2 ,  82-1 C P D  

- 
11 6 0 4 .  

F i n a l l y ,  D&G c o n t e n d s  t h a t  L a u n d r a m a t i c s '  p r o t e s t  t o  t h e  
agency  was u n t i m e l y  and t h a t  t h e r e f o r e  a t e r m i n a t i o n  of  i t s  
c o n t r a c t  a s  a r e s u l t  of  s u c h  a p r o t e s t  would be improper .  
I t  a p p e a r s  from t h e  r e c o r d  t h a t  L a u n d r a m a t i c s '  p r o t e s t  was 
t i m e l y  f i l e d .  I n  any e v e n t ,  t h e  u n t i m e l i n e s s  of a p r o t e s t  
t o  t h e  agency  does n o t  r ende r  improper  a s u b s e q u e n t  agency  
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d e t e r m i n a t i o n  t o  u n d e r t a k e  c o r r e c t i v e  a c t i o n .  A m a r i l l o  
A i r c r a f t  S a l e s  & S e r v i c e s ,  I n c . ,  63 Comp. Gen. 568 (1984), 
84-2 CPD (1 269. 

A c c o r d i n g l y ,  t h e  p ro tes t  is d e n i e d .  

/yc G e n e r a l  Counse l  
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